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mmmmum:m‘ummm;wmmm
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Mwuatmwwmsmwmmvmm”muUShm
of benchmarking or athae mathads of creating greatar momaentun fof rapid cost-orientidian of

ratey &y agrend in ITU Recommendation D.140. T belleves, with the r3pid inmraduction of factlitias-hasert
internaticnal competition on the major marken of the world (BU, US, Jupaz and Canada maks up around
85% of world trade in telescms), uwmmummmmwmqu
rsplaced Dy seif tarmination of new commercial wrrangemerts based mare closely oo domestic
{nterconnaction costs,

3 This dsvelopmaent will also have an impect on roatss Whegs scocunting rates remain. Inceased
competition, and the relazation of regulatica on sceounting ratus (o.g. proportionats recurn, parallel
(unifiorm) sectiement rates) as upiementad in the UK in tha 44 new taciliries-dasad intarnational licencas
issued on 20 Decanber and similar relaxation of tis Commission's Incsrnational Setflement Policy
propesed undar the FCC’s Flexibility Ordes, will creats stroag dywaward pressure oa collection rus. -
This will make for mueh lower marging on irgeenational contumer tariffs, and steats commereial
pressures on oparators in competitive markets to obtiin lower accounting rates on all routes where a”
these are rerainad.

3 Against this background, the UK offers the comments set cut below.

Alternatives tg acequnting rates

4 As dascribed in paragraph 1 ahove, the UK belisves thas, on competitive routes, iccounting
rates will ovar tims be replased with mere flaxible commarcial intsrsennection srrangemcats. Para
17 (p.8) of the present NFRM salicits comments an altsenative approaches 1o reforming accounting
ratss. Para 20 (p.9) of the NPRM staces (and the UK fully agress) that "the most effsetive way to
casure ssttiement rats reforzo that results ln reasonalile iuternatioual calliug prices is tirough the
davelopmax of competitive mazkats for IMTS®. Purs 69(p. 27) of the NFRM seeles commeats on whethss
the FCC should forbesr from applying benchmarks ta competitive routes.

mmmuu&mummmmwwmm
mm«mm and do so by their cxample. This means, incvitably, weighing
up on the ctie hand the legitimate conearns of incumbant operatars to avoid abuse by campecitors in
less comperitive maricats With, on the other, the econamic aind conmimer hanefits detived from minimising
barriers (o market earry and competirion. This also means avoiding te perpetuarion of cartellised
consumes pricing which rigid coatrels on accounting rats traffic simed at preventing abuse by foreign
moncpaliss tend to sasourage.

§ WQmelmmmmmwmmmmmwmummmmm
of the collection rate (is the ariff actually chacged to cousuuers), and thas auy aew approach 1o
sectiemant rates should beer that consideration in mind, Tha rigiditias of the presert sccounting rats
system, and of the safaguards necessary (o pravent abusive by-puss of that syscem, also tend to create
distortions of the markat emsalves. Wmmummdmmomm
recuss lcads to regulacion, rathcr than consumer price competition, driving operatoss’ decisions on
how to ganeease markat shars. (Aa example of this is the high Levels of discount - ansedotaily up
75% helow published tariff and often below the satiement rats - offersd by US earriers to callback
operators. This only makes commereial sense as it generats renin affic which the operators would
otherwise pot receive under the present Intsioational Senismen Rulss),
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inbeinging tmminaion down ta cost,, We nots that, on & omber of Toutss., the beackomark is alresdy
abave the actual texiement tate, and use of the benchmark woubd a best be inetfective, and ot wern
(and t3 4<% 33 an upward asget for negodatians of what should ctherwise be comxnercially-set rates.
Competition mus be the prefarred mechanism fae radusing ratas ta economically sfficient levels.

] In the UK, ws have airsady allowed cpermors e fresdom on s largest trafflc routos to
terminate their own raific in the UK, and 10 negociate any othes comumercially atractive nrangsments
4 un alternative to sccounting rates. This freodom as prasant applles 10 the six routss previously found

uivaleat for ISR and all the (other) countries of the Burapesn Hoanomic Ares. Currently, routes
which have not been fnd competitive ace subject immediazaly o specific measures 1o prevent ue-way
bmpdmmmmolm:maﬂmmzmpnud
accounting, aad licence conditions geverning aati-sampetitive behayiour) . Qg competitive routes thase
rules can be invaksd if such distortion arises after the event. (Thaxs ruies will bs alignsd by ths UK
for all coursries if there is a WTO agreentent on dastc (elecopununicaions.) Applicadoy of similag
maasures airesdy af the disposal of US regulntors and aati-crust authoriries mey provide sdditionst
safeguards o US operatars.

9 It is worth maldag 3 general poine on the usa of such pcwerzs. Ragulaiors {n same countries
can be pressurised by incumberg operators in the (nserastional mario 10 introduce restrictions to crsate
“lavel playing-fields” for incusnbents, but which can actually repsasent & barrist 1o compstitive entry
serviog only the imerssts of those (ncuxsbent operstors. In the UK, we have had moss of the licsnes L5
conditions mentianed in pars § above in place since 1992 tn ISR oparators’ licences. bt have not fels
it necessary to use them oncs. ‘This, we believe, shiows that many f the mare alarmiag potsutial abusive
practices anributed 10 fogeign cpesmors do nos massrialise. Regulaters should tharefore be wary of
placing (00 much empbasis on producse interests alons. Not lcast 13 & function of their incumbant
position, axisting aperators demanstrats 3 temarkable sbility to mest challengss from new entrants.

implamentation of henchmarkine provassls .
10 The UK will nos offer detailed comments ca the methoda:ogy used to caleulats the benchmarks
in the NPRM. We gotc the difficulties which the Commission has had in obtaining decailed cast data
and ingercannection pricss for mast of the routss examinad (pra 42, D.18 of (s NPRM), and the
NPRM's recognition of the insvitabla spproximation of costs poasible uuler the propesed approash.
Para 55 (p. 23) of the: NPRM requexts coouuent oa whether it °s prefarable to set benchmatis on a
councry-specific basis ot a8 an sverags for an scansmia group of countries. While having na sirang
views on this question, the UK would shate the view in Pars 46 (p.20) of the NFRM that an averaging
«v.mve - 3pptonch could diminish the ability of an individual catriet seeking 10 affect the lsvel of the benchmark
-« .+ for fts eoumery by senting an inflated published local tariff. Bur theve might be s nced 10 leok a the
possibility tiat a paruculas yruuplng with a prepondcrance of monepaly supplisrs mighe suill seek 1o
affest the level of the banshmarie by callsctively altaving theiz (ates upwards.

smanae - 31, We would affer some vigws on how best 10 implament (bese ptoposals. We shars the FCC’s
- ep = -analysis of te difficulties relaced to high accousting rates and belisve (ses paras 1-2 above) that
¢ - increased competition will squeszs operators’ peofit margins and affect their ahility e pay such inflated
oo qpe - tatSl.s. The NPRM (pacs 28, p. 11) recognises the adjusemers that such benchmsrked sccounting rutes
~-. --  will require in many daveloping countries who use te foretgn capical inflows from internationsl weatfls
- as source of capizal 10f invesument iu nstwork infrastrucoirs. This has, as pars 25 aotes, an effect
on developed couatties’ operators and manufscouses 3¢ well. Dettac nstwork infraczructurs in e
devsioping werld pravides 3 stimulus for caffie on the routs concesned, both by crsating a laryer
destingtion marker, hut alsa allowing decter deltvety of advanced secvices requiring sophisticassd actwerk

2
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equipment. This crentes higher revenus for all operstors sasving the rous. Mhmnum’
mmwummmmmmmm

12. The NPRM therstors rightly recognises the need (o persusis developing countzies thas lowsr
accounting races will beefit them, and that soms counseics may aoed more tine (NPRM parss 430)
thag others o adjuss. The sbiliry, ultimarely, mmammvﬂlmdﬂbuytm
mummmmwmmmqmmrmummmm

eats in the spplication of the measures praposedt, 0a whish te FCC may be abis
nwmumm«mmwmmmmnmm Ons potsatial sechod
of otferiug developiag counsries some staging of redustions might be to malmssin settlement razes for
existing traffis ot the present lavel, while raquiring incremental tratfie t5 de charged at 3 lower level
to ensurs that the cuIpaymene Aefieit did nat grow with increases in xamie. This might be combined
with tha trangitionsl phasing in of overall lower tuzs o give fusther flaxibility. -

13, nuvqm»mmmuynmamammm paniculacly whers
this maricar continnes to grow a5 betwesa 10-15% anmually wocliiwide. It is, howeves, alear (pars 10,
p.$ of the NPRM) that such slasticity is presest in the market, xod that redused sonsumer tariffs will
simuiue vew caffie.

14.  Que usefnl incentive which conid be affarsd o foreign carriery 10 rednce their settiement rats -
(and thus, if they have an inbound surphs, as they might see iz, loecge substantial rovenus to the sole
betisflx of the operatos in the developed marker) is 10 sssompany 1uch & reduction with measures aimad s
at incoeasing outbound taffie ca e routs. n the pest, this has been unwelcoms o US operacors as :
it would incresse ourpaymenrs against « high accouncing tate. If, bowever, such & growth is based on " -
a rate reflecting cost much mare accurately, aay imbalancs arising should aot in principle cause concern.
msommwmumuswmaam Pars 26 (p.11) ootes
the average US settlament rats &2 35.6o/min. Developing countriss migitt question whether, with 2
margin of soms 175 % betwasn settlement and collacrion rates, 3 unilaceral reduction on thait part wuuld
in fact impact very strongly oa the ouprx peics o e US comuues. They w’wmm‘
$Sha. cutpayment by ths US oprators making up less thaa (0% of the $60ba

wrnover of US operators and ask whether the seocunting races they demand have been the primary
cause of diminished cansumaer benefit and high collection rates in the US.

15.  In Para 41(p.39) of the NPRM, the Conmnission sseks counnent on ways of engouraging US

carriers 10 refiect the reductions they receive in settioment rates. One Way, whick would ilso perhaps

mest developing countries conserns would be foe the FCC to seslt soms undertaking trem US

2 ue ongeditanceopersiors oa & reduetion in collaction ratas (8 reann fo€ closer-to~cost seiement. This,
AR - glogg 'with: other enmmercisl measures. such as spectal promoticns o offers would stimulats waffis |

on the routs coacerned, and creais suum compensating tevenus for the foreign carrespondess.  US

" opersiots would still have the assurenss undar the benghmacking sppecach thar they would be paying

i askbei g fedlt sete fhe the termination of the aew maffic thay generste. [t would, of course. also give US
- & ”=2&wmmmmmmmmmwdﬂnwwum
@ rars mq'ﬁmmwmuqudm;mmaum:mmm
T mArtieierd diie 68 o allow se much competition i the inteenasional narkat a8 possibls from carriers bata
FR5e IO Geitirend froas ourride the US. I 3 moce competitive mulrl-curriar environment whers apen access
TN 1o nacwerke i§ svailable oa cost hased terms, price leadecshp Is mote difficuls to mainsain, it is mors

-~ likely titit operators will pass on savings on ssalement racss &3 customess.

16,  Another clament of conostn often expressed by develcping countries is callhagk (deait with
in para 12, p.6 of the NPRM and footnots on sams page). Ths UK bas revisted cails in che [TU (rmoet

3
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resemaly in the ITU Standardisation Conference in Geneva in 1596) for s gmaeral elawing of call.back,
which resuks, in many (it ot oif) conm, from the very high fosernational callestion taag in the sonneries
avoivad. AS discussed briefly in D 6 above, there e reported caees of US carriecs offecing
cosiderabls discounss below the setziement tata on cermain rouses. Thewss oo as many rouses s3 possible
«u'w-mammummomum&unum
imposition of prepartiogats return weuld remove some of the dlstortive effect of the peasent ISP in
encouraging oparators to gain recurn craffic az any cast and would, withous reducing pressurs oa forsign
callecdon razes which were ous of line with thoss of the US os other Jeveloped coumries, crems a
slightly moce ‘real’ whalesale marict for call-beak.

Qther ismes

17.  Paragraph 20 (p.31) of the NPRM scis whather the Commission chould use bepehmariiag

I3 TSSNANY 282 DIE CTOASANNSIY A0 N-CAMBINOIYe RARSYIgL Mwmmum'
the UK deliaves thas some safeguards are necassary 10 aveid aai-cameditive dehaviour. The questdon
of whether the sxisience uf high sactlement razes provides an incentive w0 coossesubsidise 4 US affiliate
pechaps needs soms precision. The setivity in questics is move Likely, if it ocears ¢ all, to nvelve
the ability of » forsign carrier terminating its own waffie to chavge its affiliste for tesmination of its
teaffie at no or much lower chargs than (the ceniement fats. A coei-sUbsidY in trself 1s not necessacily
an anti-competizive act, &3 mast scart-up activities will involve the cazrying of initial losses by s pareas,
as bas happensd in the UK wich 3 sumber of US companies. Presumably the FCC will not wish
be obligad te impose such constraines oa new satrants who have 80 dominanies in the US markes.

Thus the importane distinezion o be mads i pachaps becwesa 1 operaor seeking 10 seif-terminate

traffie on 8 routs o e cas hand whers thers are 3 sumber of Jpezmots wie o selfennivace, and
on Lhe othee, on a rouss whers thers is 2 monopoly for internations] services ot the far snd. In the
latsez case, thers is the theoretical denger of the far-end operatar azenpting to maingain high sectiemens
rane, whils bypassing the scoounting rats in the US, and some safegoard is necassary as discussed
ahove. Whetathers is liberafised licensing of internstional operatc o3 atthis fa¢ end, any operator sssking
1o maintain kigh accounsing rates will ses its correspondsnts eithee st up their own selftenination
arrangemenss o drify tewards others who may chargs a lawer rate, Thus, self-termination should be
eacoursged as widaly as passible as 3 potsn method of bringing down aecounting rates.

18. As to whether fareign cperatary seeking 1 maineain high ccouming razas squally will seek 10
bypass an scsuuuting rate system which they ars, it must be assumed Tying (o maintain, we bellsve
that such cperators are likely te with o aveid anything to upest the stamus quo, To divers taffie o
the US oneo alternstive means and thus exploit lower terminetion arrangemants in the US would invits
reqiiistion (given soms fares by the benchmarking spproach) frem US casriers and result in tis very
thing they are prasumably secking tv avoid - ag inposed, and drastically lower sccouing rate. The
beochmariing approash will in itself provida 1 pewerful datsteres to sush babaviour.

19.  Tha NPRM (para 76, pags 30 and footnots) proposes to ncluds in licknces granted w foreign
mm nviring doss carriers o sooly e berchriark tanes to their “affiliatad route” .
Latat 1o the samw pasagzaph, the NPRM stascs thas “all US carvices would recsive the same senisment
rate fowtraffie™. We presume that this messs cha all US carriers on any routs would be trested the

‘sams, regardisss of affilistion an the sstiement they both pay and receive of Any routs, and that such

a l{censs condiion would oaly be significans if the rouss in questine L ot yes teached the benchmark
turgee. It mighe be heipful for this, and the stascmers in the relcvans footmoes (footots 76) that this
would not act as a barrier to marist sotry, (asenning the potaxial licenses 1grees such a condition),
to be clarified in the firal Ocder.
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Ax  Wenote U i para 03 (9.32) of the NIFRM the proposal t allow ISR op rOxas whers ihe

This is, we deligve, 3 sssibls exxonsion of

oppoctunities ts bring down US consumer tanitts beyond e restricied gumber of scuntries found

undee the PFOC Ragale Ordar. We wouid urge the Commission o consider extending the

abilicy to provida ISR services to 35 Doy coutss 2 given the usefal role thet ISR ean play

in purting POGSIULS ou collsction rates, and in curn on the sectiement rate. This would paint 1o exmanding

ths policy also o routes where the benchmari has not yet beea teached, provided that other safoguards

against cne-way Dypass sre inplace (ses para § above 10t deisf dewccipdon of UK spprosch). In applying

this palicy the RCC will no douix aiso wish 1o consider its implemeesation againgt any sgreement raschad
in dis contaxz of the Warld Trads organisarion on basis telecammmmications.

Congitaicn -

a Overill, the UK welconws the NPRM. 1 would urgs the Commission hawever, 10 snsure
m implameniarion of the proposals 2e¢ ous ia the document to aim a2 reducing collection races in the
US ud in foreign countries ta producs equal gains to consumets xod carriecs. Rbellsves that the policy
should be spplisd in & way whieh can take sceoutk of the needs of the developing countriss, 20d the
mamwmmmWh‘:’u;wm:aahmmmmm.
The phasing-in of benchmacks is halpful {a should be supplamentad in ohee ways (o case
the building an internasional consensus inthe ITU and elsewhere to move owards those lower settlemens
wd collaction rates, andd the UK wotld wish to suppost such eiftess.

22  The UK would fimally wish o underiing its view that the problems associsted with the preseus
acoounsing rss system would Se best resolved by commercial ngrestetis driven by the real cost of
intstconnection, In marioxs whers competition ailows freadom 10 pruvids tragamission and switshing
for iooeenational traffle, carriees will have § choice af buliding thuir own aspesity snd presenting taffic
for insesconnection it the sams rze 23 domestic ratcs, o raashing agresmaent with another cartiet
deliver and imearconnest such traffis besed on the oppernmity :ost of building its own capuiry. [n
mirkets whete this is not yes possibls, we believe that accounting cates should bs encouraged npidly
‘@ approssh cost, sad that ideally thoss mariets should open diemeelves to Regulatery

Qoar 007

changes in 2 largs mivaher of countries, bots Jsveloped and dsveloping, point towards this dready

happening. [n drawing up rules un accounting rates 38 proposed in the NPRM, the FCC should ke
care 10 avoid creuting new and complicated regularion which migi slow down ag hiuder the replacement
of acsounsing cases by such alterrative srrangemenss, 224 the full exploitation of competitive oppartunities
to lowee the cost of internarinnal services o comumers.
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